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QUESTION 1: Money & interest rates                                          [20] 
 
 
1.1  
 
 
 
 
 
 
 
 
Link the following concepts to the descriptions below. 
 
 
Number Descriptions 
1 Central Bank buys financial instruments with the aim of stimulating the 
economy. 
2 Commercial banks collectively need to borrow funds from the SARB. 
3 The difference between the face value of paper money and the cost to 
produce that paper money. 
4 Rate paid by best clients of a bank when they borrow money. 
5 The current inflation band (based on CPI) set by the SARB is between 3% 
and 6%. 
6 Money converted into gold at a fixed rate. 
7 Cash backed by trust. 
 
 
 Indicate the applicable symbol (concepts) to the descriptions above.          (7) 
 
Number Applicable symbol 
1  
2  
3  
4  
5  
6  
7  
 
1.2 Assume that the face value of a government bond is R100 000 and the coupon is R8 000. The current 
trading price of the same bond in the market is R80 000.                      
 
Task Answer 
What is the nominal yield of this bond? (%)  
What is the current market yield of this bond? (%)  
 
Assume the following descriptions. 
Number Question 
1 Assume that the SARB is selling & buying these government bonds on the open 
market. The market yield of these bonds on the open market will increase if the 
SARB is a net seller of these bonds.  
2 Assume that the SARB is selling & buying these government bonds on the open 
market. The market yield of these bonds on the open market will decrease if the 
SARB is a net seller of these bonds. 
Symbol Concepts 
A Gold standard 
B Fiat money 
C Inflation target 
D Seigniorage 
E Prime rate 
F Quantitative easing 
G Liquidity shortage 
3 Assume that the SARB is selling & buying these government bonds on the open 
market. The market yield of these bonds on the open market will increase if the 
SARB is a net buyer of these bonds on the open market.  
4 Assume that the SARB is selling & buying these government bonds on the open 
market. The market yield of these bonds on the open market will decrease if the 
SARB is a net buyer of these bonds on the open market. 
 
 Indicate with which of the descriptions do you agree or disagree (use X to indicate your option). (6)                                                                                                                       
 
Number Agree Disagree 
1   
2   
3   
4   
 
1.3 Changes in the repo rate mainly affect short-term interest rates while long-term interest rates are influenced 
by the expectations and risk perceptions of the holders of long-term bonds. The following activity deals with the 
relationship between interest rates and the yield curve. Indicate the direction of the following aggregates as the 
business cycle nears its peak. 
 
The following table lists the possible directions of the different aggregates. 
 
Symbol Directions 
A Increase 
B Decrease 
C Upward 
D Downwards 
 
 
The following table lists the possible aggregates. 
Number Aggregates 
1 Inflation.  
2 Credit creation.  
3 Repo rate.  
4 Slope of the yield curve.  
 
 Indicate the applicable symbol that correctly describes the direction of the aggregates above. (2)                                                                                                                                             
 
Number Applicable symbol 
1  
2  
3  
4  
 
1.4 Assume the following information. 
 
The inflation rate is currently 2% above the target inflation rate of 3-6%. 
The current account of the Balance of Payment shows a huge deficit. 
The M3 money supply is growing at a rapid rate. 
 
 
 
Number Description 
1 The monetary policy stance of the Reserve Bank (SARB) should be restrictive.  
2 The monetary policy stance of the Reserve Bank (SARB) should be stimulatory. 
3 The SARB must be a net buyer of financial paper in the financial markets if it 
applies the open-market transaction instrument. 
4 Interest rates will increase.  
5 Private consumption expenditure will increase. 
 
 Indicate with which of the descriptions do you agree or disagree (use X to indicate your option).(5)  
 
Number Agree Disagree 
1   
2   
3   
4   
5   
 
QUESTION 2: International trade                                                     [20] 
 
2.1 This question is based on the following weekly production and consumption information of countries C & D.  
 
 Production information. 
Assume that both countries have 20 000 minutes per month available to produce the two kinds of goods. The 
maximum units of the two kinds of goods that country C can produce per month are respectively 4000 metric 
tons of non-food consumption and 2000 metric tons of capital food. The maximum units of the two kinds of 
products that country D can produce per month are respectively 2000 metric tons of non-food consumables and 
4000 metric tons of food. 
                                                                   Minutes taken to produce 1 metric ton of products 
 Non-food Food 
Country C   
Country D   
 
 The pre-trade consumption pattern. 
 Non-food Food 
Country C 500 700 
Country D 800 600 
 
Assume that the price ratio is 1:1 and that the two countries would trade 1000 metric tons of non-food products 
for 1000 metric tons of food. Assume that the price ratio is 1.1. 
Answer the following questions.                                                                                                                        (9) 
 
Calculate/determine the following:   
Task Answer 
In which one of the two products should country C specialises?  
In which one of the two products should country D specialises?  
What is the new consumption combination for country C after trade?  
What is the gain of trade for country C?  
What is the new consumption combination for country D after trade?  
What is the gain of trade for country D?  
 
2.2 Assume the following table and calculate the RCA index for both product lines.                                    (2) 
 
 Total Consumable A Non-consumable B 
World exports $1000bn $200bn $300bn 
Country exports $20bn $6bn $2bn 
Share of exports    
RCA index    
 
In which of the two product lines does the country have a revealed comparative advantage? 
 
 
 
 
 
2.3 Link the following descriptions to the applicable concepts.                                                 
 
Symbol Concepts 
A Economic integration 
B Free trade area 
C Customs union 
D Common market 
E Monetary union 
 
Number Description 
1 Members have the same tariffs toward non-member countries. 
2 Countries adopt a common currency. 
3 Free trade area combined with free movement of production factors 
between member counties. 
4 No tariffs and quotas between member countries. 
5 Countries reduce trade barriers among themselves. 
 
 Indicate the applicable symbol that links the correct concepts to the descriptions above. (5)  
 
Number Applicable symbol 
1  
2  
3  
4  
5  
 
2.4 Assume the following spot rates: South African rand/USA dollar exchange rate is R11.50/$1, the ¥/$ 
exchange rate is ¥115/$1 and the R/¥ exchange rate is R1 = ¥5. You have R115 000 available for currency 
speculation.                                                                                                                                                       (4) 
 
Task Answer 
What is the underlying R/¥ exchange rate in the market?  
What is the amount of $ that you can buy?  
What is the amount of ¥ that you can buy with this amount of $?   
What is the profit that you make in South African Rand?   
 
 
QUESTION 3: Role of government                                                     [10] 
 
3.1   Assume the following kinds of government spending. 
 
Symbol Kinds of government spending 
A Consumption expenditure. 
B Transfers. 
C Capital expenditure. 
 
What kind of government spending is applicable to the following descriptions?  
Number Descriptions 
1 Social security payments. 
2 Payment of a non-capital nature by service departments of government. 
3 Spending on economic infrastructure. 
 
 Indicate the applicable symbol that links the correct kinds of government spending to the 
descriptions above.                                                                                                (3) 
 
Number Applicable symbol 
1  
2  
3  
 
3.2 The following table indicates the different categories of government financing. 
 
Symbol Categories of government financing 
A Domestic borrowing from non-bank private sector. 
B Borrowing from the central bank. 
C Foreign loans. 
 
What kind of government financing is captured by the following descriptions?  
Number Descriptions 
1 Issue of Treasury Bills. 
2 Government sells government bonds to the central bank. 
3 Government sells government bonds on the UK capital market. 
 
 Indicate the applicable symbol that links the correct microeconomic effects of a tax change to the 
descriptions above.                                                                                                             (3) 
 
Number Applicable symbol 
1  
2  
3  
 
3.3 Assume that the deficit before borrowing on the budget of National Government has increased from 4.1% of 
GDP the previous fiscal year to 5.6% this fiscal year.  
 
Number Descriptions 
1 Interest rates will increase.  
2 The interest payments of government will increase. 
3 Government debt will increase.  
4 There will be a ‘crowding-out’ effect for the private sector.  
  Indicate with which of the descriptions do you agree or disagree (use X to indicate your option). (4)  
 
Number Agree Disagree 
1   
2   
3   
4   
 
QUESTION 4: Keynesian model                                                    [25] 
 
4.1: The following information relates to a hypothetical economy: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Extract from National Budget  
Description   Amount  
Total consumption spending by general government (G)  1 200 
Tax as a percentage of average income  20% 
 
Extract from Balance of Payments Account  
Description  Amount  
Exports of goods and services  4 500 
Imports of goods and services  4 350 
 
-500 
Savings  
Y 
S 
10 000 
Interest Rate  
(%) 
Planned capital formation (I) 
15 
10 
1 500 2 500 
With reference to the above graphs and tables, calculate the following:                                                 (7)                                        
# Question  Answer 
1 The marginal propensity to save (before taxation)  
2 The marginal propensity to consume (before taxation)  
3 The balance on the current account of the balance of payments.    
4 Total autonomous aggregate expenditure, if the prevailing rate of interest is 15%    
5 The multiplier (including the effects of taxation)  
6 The equilibrium level of income in this economy  
7 The new equilibrium income if interest rates were to decline to 10%    
 
4.2 Indicate with an X what affect the following events or policy actions would have on an African country's 
equilibrium income according to the Total Expenditure model.                                                                      (5) 
 
# Event / Action Decrease  Unchanged  Increase  
1 Stronger growth in the global economy.    
2 The country wins the bid to host the next Olympic 
Games.   
   
3 Civil war breaks out in neighboring countries.    
4 The people of Myanmar elect a new leader.    
5 The government reduces the corporate tax rate and 
increases investment incentives. 
   
 
4.3 Assume that autonomous consumption is 5 000, MPC is 0.75, autonomous investment is 3000. Determine 
equilibrium income, induced consumption expenditure, total consumption expenditure and savings.      (4) 
 
Task Answer 
Equilibrium income.  
Induced consumption expenditure.  
Total consumption expenditure.  
Savings.  
 
4.4 Autonomous consumption expenditure is 100; MPC is 0.8; autonomous investment is 40; planned 
government spending is 50; the average tax rate is 20% and planned net exports are -20 and full-employment 
national income is 700.                                                                                                                              (9) 
 
Calculate the multiplier and the equilibrium income level. 
Task Answer 
Multiplier.  
Equilibrium income level.  
 
 
 
Calculate induced consumption expenditure and total savings. 
Task Answer 
Induced consumption expenditure.  
Savings.  
 
Calculate the current income gap and the additional required government spending to close the income gap. 
Task Answer 
Income gap.  
Required government spending.  
 
Assume that the tax rate is increased to 25%. What is the slope of the total expenditure line? 
Task Answer 
Slope of expenditure line.  
 
QUESTION 5: Macroeconomic policy                                   [25] 
 
5.1 Consider the interest rate channel for the transmission of monetary policy. Indicate the impact of an increase 
of the repo rate on the listed aggregates. 
 
Number Aggregate 
1 Borrowing and spending. 
2 Investment spending. 
3 Aggregate expenditure. 
4 Production. 
 
The next table indicates the possible impact direction of an increase of the repo rate on the listed aggregates.  
Symbol Impact of increase in repo rate 
on the events  
A Increase. 
B Decrease. 
 
 Indicate the applicable symbol that links the correct impact of an increase of the repo 
rate to the aggregates described in the first table.                                                    (4) 
 
Number Applicable symbol 
1  
2  
3  
4  
 
5.2 Consider the exchange rate channel for the transmission of monetary policy. Indicate the impact of the selling 
of the domestic currency or the buy-back of foreign currency on the listed aggregates.                           (5) 
 
Number Aggregate 
1 Interest rates. 
2 Value of the domestic currency. 
3 Exports. 
4 Imports. 
5 Aggregate demand. 
 
The next table indicates the possible impact direction of the selling of the domestic currency or the buy-back of 
foreign currency.  
Symbol Impact direction of the selling 
of domestic currency or the 
buy-back of foreign currency 
A Increase. 
B Decrease. 
 
 Indicate the applicable symbol that links the correct impact direction of the selling of domestic 
currency or the buy-back of foreign currency deficit on the aggregates listed in the first table. 
 
Number Applicable symbol 
1  
2  
3  
4  
5  
 
5.3 Assume the following interest rate responsiveness possibilities.                                                (4) 
 
Symbol Interest rate responsiveness possibilities 
A Responsive. 
B Unresponsive. 
 
Assume the following shapes of an investment function.  
Number Shape of Investment function 
1 Flatter 
2 Steeper 
 
 Indicate the applicable symbol that links the correct interest rate responsiveness possibility to the 
shape of the investment function. 
 
Number Applicable symbol 
1  
2  
 
 Assume the following impact directions on investment. 
Symbol Impact directions on investment 
C Large. 
D Small. 
 
Indicate the applicable symbol that links the correct impact direction to the shape of the investment function. 
 
Number Applicable symbol 
1  
2  
 
 
 
 
 
 
5.4 Assume a decrease in exports to the foreign sector. Indicate the impact on the following aggregates. (8) 
 
 Applicable Symbol 
Initial substitution impact on the economy.  
  Current account of balance of payments.(weaken or improve)  
  Domestic production. (increase or decrease)  
  Employment, income & domestic expenditure. (increase or decrease)  
  Demand for imports. (increase or decrease)  
  Demand for money. (increase or decrease)  
  Interest rates. (increase or decrease)  
  Financial account. (improve or weaken)  
Secondary income impact on the economy.  
  Money supply in the country. (increase or decrease)  
  Interest rates. (increase or decrease)  
  Investment spending, aggregate spending & production.  
(increase or decrease) 
 
  Income levels. (increase or decrease)  
  Imports. (increase or decrease)  
  Financial account. (improve or weaken)  
  Exchange rate of domestic currency. (depreciate or appreciate)  
 
5.5 Assume the following descriptions that deal with short-run and long-run equilibrium. 
 
Number Description 
1 Long-run equilibrium is the intersection of the aggregate demand curve and the 
short-run aggregate supply curve. 
2 Long-run equilibrium is the intersection of the aggregate demand curve and the 
long-run aggregate supply curve. 
3 Short-run equilibrium in the AD-AS model is based on equilibrium in the labour 
market and financial markets. 
4 Short-run equilibrium in the AD-AS model is based on equilibrium in the product 
market and financial markets. 
 
 Indicate with which of the descriptions do you agree or disagree (use X to indicate your option). (4)  
 
Number Agree Disagree 
1   
2   
3   
4   
 
 
 
 
 
 
